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THE REPEAL OF THE STATE BANK TAX. 

Our currency is still a subject of grave debate both in 
and out of Congress. There are many plans proposed for 
increasing its volume and making it elastic, and of these, 
the one most talked of is the repeal of the tax of 10 per 
cent, upon the issues of State banks. There is no difference 
of opinion as to the reasons that caused this tax to be im- 
posed, and the sole question now is, whether under our 
changed conditions it should be continued. Without ap- 
proving the idea of a prohibitory tax as wise or safe in 
general, we must still justify it in the present instance as 
perhaps the best and surest way of protecting ourselves 
against ourselves. 

The bearing of the proposed repeal upon the future of the 
country cannot be understood without some reference to the 
history of free banking before the War, but a hasty glance 
is all that can be here attempted. The general impression 
that it was all "wild-cat" is misleading, as we shall see 
later, yet an anecdote connected with the late Horace Greeley 
gives a fair idea of the prevalent distrust of State bank 
issues. The story goes that Greeley, while travelling in the 
West, was tendered the notes of a local bank. He declined 
to accept them and, in his proverbially bland manner, re- 
marked that he was returning home and would much 
prefer a well executed counterfeit on a New York bank. 

The banking laws in many of the States were so inade- 
quate that it was possible for banks to organize for no other 
purpose than to issue great quantities of paper money, put 
it in circulation, and then fail. It is true that the notes of 
many banks were always at par ; it is also true that the notes 
of the greater number of banks were subject to discount. 
The rate of discount varied, but taking the State bank is- 
sue as a whole, the loss to note holders averaged five cents 
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in every dollar. 1 While this may not at first seem a great 
loss, we must remember that the worthless or greatly de- 
preciated notes fell to the lot of the inexperienced and poor 
in every community. These, be it noted, are the people in 
whose behalf the average politician shouts himself hoarse, 
demanding a local currency — a large volume of currency — 
a currency certain to be as elastic in quality as in quantity. 

Under the old regime a few of the States had admirable 
banking laws, but these were the exception. In 1852, Louisi- 
ana passed a banking act that was excellent for that time 
and that community, but some of its features would be im- 
possible at present. Massachusetts was equally fortunate 
in having the well-known " Suffolk System," and so also 
the State of New York was favored with good banking 
laws, but how many States could be induced to enact such 
laws now ? At this enlightened day, the Legislature of Ten- 
nessee at its latest session, anticipating the repeal of the 
present law by Congress, without even pausing to inquire if 
our general State banking law was adapted to a system of 
banking that contemplated the issue of notes, provided for 
the issue of a circulating medium without any suitable safe- 
guards. 

It will be very strange if the people of the United 
States consent to entrust to such legislative bodies the for- 
mation of laws that are to replace the national banking 
system. Under the present arrangements in Tennessee, 
State banks are never examined by any official of the State. 
The banks publish a statement of their condition when it 
suits them, and no penalty is imposed if they fail to comply 
with the law. The State banks' in Tennessee and in the 
States generally are better, happily, than the act under which 
they exist. 

Once upon a time we had bank examinations in Ten- 



1 In the above estimate of loss to note-holders, counterfeits are not con- 
sidered. Under the old system they appeared in great numbers, while 
nowadays they are so rare that noteholders seldom scrutinize the money 
passing through their hands. 
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nessee. We had what I believe was called a Board of 
Bank Examiners. Their mode of procedure was amusing. 
The chairman of the board would address a note to the 
president or cashier of a bank to be examined, as follows : 
" We will call and examine you ten days hence. If it 
doesn't suit you to be examined at that time, name your day 
and we will, make your convenience our pleasure." Now 
these examiners were obliging, and so, too, were the bank 
officers. A well-known citizen of this State, who served on 
one of these examining boards, relates it as an actual fact, 
that to secure compliance with the law and show the re- 
quired legal reserve, the same keg of gold was, by agree- 
ment among the banks, allowed to do service for a score of 
them during his entire term. 

Instances are frequently cited to show that free banking 
is possible ; that such a system allows both elasticity and 
safety. The Bank of England and the Bank of Scotland are 
cited as examples, but the fact is overlooked that where this 
is true, it is due to some special privilege granted to a 
favored few The sentiment in this country is clearly against 
the granting of special charters, and in most of the States it is 
constitutionally prohibited. It is further well known that 
the liability in Scotch banks, if not in the English, is un- 
limited. That upon the failure of such a bank every pound 
of each and every stockholder may be taken to pay the 
debts of the corporation, even though the shareholder should 
own but one share of stock. Unlimited liability would make 
the formation of a stock company which contemplated bank- 
ing or any other business simply impossible in this country. 

The advocates of a State bank issue substantially admit 
the superiority of the national bank system when they insist 
that they do not contemplate doing away with it. They say 
the latter is good, but not sufficient for the needs of the 
country. What they desire is a very large increase in the 
volume of currency. The advocates of the present svs- 
tem, or a system under Federal control, favor an increase 
in the volume of currency, but it is small when compared 
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with what the champions of a State bank issue propose. It 
is claimed that a State bank circulation will be a more 
elastic currency and more local than our present national 
currency. I fail to discern any reason for believing that it 
will remain local, that it will not respond to the law which 
draws our present currency from the remotest sections to 
the money centres, unless it be that it is below par and will 
not circulate outside of the localities in which it is issued. 
Then, to be sure, it will be local, but local only from neces- 
sity. The questions, therefore, that present themselves, if 
we are to have two systems operating at one time, are these : 

1. If all the States have State banks issuing circulating 
notes, say $2 or $3 for every $1 of capital, as was the case 
before the War, and as some extremists now desire, will it 
not result in the destruction of the national banking system? 
Bank stock holders will naturally prefer that system which 
brings them the greatest profits and imposes the least lia- 
bility. 

2. If only part of the States have State banks issuing 
circulating notes, can they survive, inasmuch as the money 
that is current everywhere in the country will go out of the 
States and concentrate at the money centres, where State 
bank notes are either entirely refused or accepted at a dis- 
count? 

Let vis say that a banker in New York holds State, city, 
or railroad bonds, payable in gold. Would he accept State 
bank notes in payment? He does accept national bank 
notes, although the bonds stipulate that they must be paid 
in gold, because he knows that they are as good as 
gold everywhere, and are preferred for reasons too ap- 
parent to require enumerating. As a further illustration, let us 
suppose that a Boston firm draws on a firm in Nashville, 
stipulating that the money due shall be " payable in current 
funds of the United States." Local currency would be re- 
fused by the Nashville banker either for transmission by ex- 
press or in payment of exchange on Boston or New York. 

This is only one of the many annoyances of two distinct 

10 
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banking systems, and we naturally ask ourselves : Do we 
need them? If not, which is best? 

I do not know that any one is dissatisfied with our pres- 
ent currency except as to quantity. If this be true, I do not 
see why we should not continue our present system while 
amending our laws for the purpose of making the currency 
more elastic, so that it will be sufficient to meet the require- 
ments of the times. If it is best for the country that State 
banks should issue circulating notes, then let us abandon 
our present system and refer the matter to the forty-four 
States of the Union. This, however, is not what the advo- 
cates of a State bank issue desire. They want conditional 
repeal, " conditioned upon compliance by the State banks 
with certain regulations imposed by Congress, designed to 
secure circulation and protect note-holders against loss." 
Such hybrid institutions would probably prove highty in- 
efficient and dangerous, even if the legislators and con- 
gressmen who devised the laws for their control, were able 
and experienced financiers. But financial ability and expe- 
rience are hardly to be predicated of our politicians, whether 
local or national. The case might be different if our rulers 
would adopt the policy of the Canadian government. In 
Canada, the government seeks the advice of experienced 
and skilled financiers to aid them in determining all ques- 
tions relating to the finances of the country. Our states- 
men not only ignore the advice of financiers and men 
versed in economic science, but pride themselves on their 
hostility to experts and studiously oppose views coming 
from such sources. Listening to such trained men they re- 
gard as giving ear to capital or corporate power ; but they 
are shrewd enough to wait upon what they think is an an- 
nouncement of the popular will before they are willing to 
commit themselves to any definite policy. Whenever Con- 
gress is known to be tampering with the finances, a feeling 
of unrest prevails. Will not that fear become greater when 
the settlement of grave financial problems is left to the legis- 
latures of fort} T -four States? 
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It is constantly being urged that our national -banking 
system is a war measure, and this is strictly true. The most 
useful inventions have sometimes, however, been the result 
of accident, and so our excellent banking system was evol- 
ved out of the emergencies of a great national misfortune ; 
but if it is good, it little matters by what accident or circum- 
stance it came into existence. What we want is a currency 
sufficient for the needs of the business of the country, — a 
currency that is at once safe, uniform, convertible, and 
elastic. 

That our system is safe is easily proved. Never in its 
history has a single bank note been repudiated- If there is 
one attribute more essential than any other, it is safety, and 
it would surely be unwise to adopt a system that cannot 
promise this absolutely. After all, the best security we can 
give to note holders is the honor and stability of the govern- 
ment. That does not fail. It never defaults in the pay- 
ment of its debts, nor does it compromise them, and what- 
ever it undertakes to do it does well. If in the perilous 
times through which we have just been passing, we had 
had in every State an issue of notes by State banks, no 
holder of them would have felt secure. There would have 
been a stampede to redeem every note issued. We should 
then have had a run upon our banks by depositors and note 
holders both. Not a bank in the Union could have with- 
stood the pressure and utter ruin would have come to every 
individual in the land. The note holder of a suspended or 
broken national bank felt just as secure with its notes in his 
pocket as with gold. 

I see little reason in the objections urged against national 
banks on the ground that numerous failures have occurred 
among them. These failures have been far too many, but 
at the same time the number is small when compared with 
that of the State banks that have failed. For the year 
ending June 30, 1892, sixty-nine State banks failed ; liabili- 
ties, $11,000,000, assets, $6,000,000. The percentage 
of assets to liabilities, it will be seen from this showing, was 
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about 55 per cent. In 1892, seventeen national banks failed 
with aggregate .liabilities of $12,000,000, and assets $10,- 
700,000, percentage of assets to liabilities 85 per cent. In 
this comparison a period has been selected most favorable 
to State banks, and yet the failed national banks had 85 per 
cent, of assets to liabilities, while the failed State banks had 
only 55 per cent. Years in which the failed national banks 
made a far better showing- and the failed State banks a 
showing very much worse could have been easily found. 

No one supposes that this is due either to the greater 
honesty or to the superior ability of national bank officials. 
The better results obtained are due to several causes. The 
restrictions on our national banks are greater. The} r are 
kept straight by provisions which limit loans, define their 
character, and require a certain legal reserve, and be- 
sides they must submit to frequent examinations. Oppor- 
tunities for fraud are not so great as under a less exacting 
system, and in State banks officials are often tempted to 
take chances and depart from certain wise rules which the 
fear of the law would keep national bank officials from 
violating. 

Uniformity in our currency can be attained only under a 
national S}'stem. The forty-four States have rarely, if ever, 
had uniform laws on any subject. We cannot then expect 
uniformity on the money question on which opinion varies 
so widely. In this connection I quote from an able article 
contributed to the Forum some months ago by Congress- 
man Henry F. Bacon : 

An examination of the statutes and laws of the various States as they 
exist to-day shows that in thirteen of them the issue of circulation by State 
banks is expressly prohibited. In fifteen of them there is no provision made 
upon the subject and in the rest more or less adequate provision has been 
made. To the inhabitants of the thirteen States the repeal of this tax 
would afford no relief whatever. To the inhabitants of the fifteen who 
have adopted no regulation whatever upon the subject of State bank cir- 
culation, it is impossible to conjecture what the result would be. In the re- 
maining sixteen the regulations vary from the prudent laws of the State of 
New York to those which provide that banks may issue circulation without 
depositing security therefor to the extent of three times the amount of their 
paid up capital stock. 



The Refcal of the State Bank Tax. 205 

Since Mr. Bacon's article appeared several of the States, 
including Tennessee, hare made provision for issuing notes, 
assuming that Congress would repeal the present law. If 
there is one thing more certain than another, it is that the 
issuing of circulating notes would be most profitable where 
it is most lax. It is the safeguards thrown around the na- 
tional banking svstem and the restrictions placed upon it 
that make it so hateful in the eyes of many who oppose it. 
That there are many persons engaged in banking under the 
national system who favor a return to the old system, there 
can be no doubt, but in numerous instances it will be found 
that these imagine they are to be privileged borrowers who 
will be able to treat the bank's funds as their own, investing 
them in such manner as to make all the gains theirs and all 
the loss the bank's. Some ol these persons are also ac- . 
customed to object to the national banking system because 
they believe that it increases federal interference with State 
affairs. A prejudice against the national government sprang 
up in the South during the War and during the disgraceful 
Reconstruction period ; but there is now no basis for it. 
The federal government is no foreign power ; it is what we 
make it ; and the regulation of the currency is an appro- 
priate subject for its action. 

One special advantage of our present banking system 
should not pass unnoticed here. I refer to the saving 
effected in exchange. In 1892, the amount of exchange 
drawn by the various banks was about $13,000,000,000, and 
the total commission charged about $3,300,000. Under the 
old svstem the commissions on the same amount of exchange 
would have been from $130,000,000 to $150,000,000. Of 
course it would not amount to nearly so much now, assuming 
we had a State bank issue, but the cost to the country would 
still be enormous. Who would paj' this tax? The very 
class of the community whom the currency reformers are 
proposing to benefit — those who till the soil and work in 
the shops. Upon these the penalty of every unwise or un- 
just law is certain to fall at last, but strange and contradic- 
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tory as it may seem these are the very people relied upon 
to support a free silver or a local currency craze under the 
belief that they will have more money. 

On the subject of the convertibility of our currency little 
need be said. The absolute convertibility and security 
of every dollar in circulation and the stability of bank- 
ing institutions greatly minimize the transfer of money, 
the best substitute for actual money being credit. Finan- 
cial transactions have become more and more a matter of 
book-keeping, and the percentage of money passing be- 
tween merchants and banks is comparatively small. In 
fifty-seven cities, for the year ending October 31, 1892, the 
aggregate clearing-house transactions were about $71,000,- 
000,000, while the balances were only $4,800,000,000. The 
actual money necessary to transact this immense volume of 
business was, therefore, only 8 per cent. It is, then, vitally 
important that our currency should be stable and that our 
financial institutions should be sound, in order that the 
greatest possible amount of confidence may be generated 
in the financial world. But a stable currency and sound 
banks have been the main fruits of our national system, and 
are the chief reasons for its existence at the present day. 

We now come to the important subject of the elasticity 
of the currency, or more definitely, of the popular demand 
for a circulation of local issue. There are many advocates 
of the repeal of the present law, who in response to the 
charge that the bank notes of one State may not circulate 
in other States, insist that they do not wish them to circu- 
late outside of the State in which they are issued. No 
doubt an issue of notes that was not current in every part 
of the Union might be very acceptable to a few bankers 
and brokers whose profits from exchange and discount 
would be great, but the country at large would suffer. It is 
now the almost universal custom to make all bonds payable 
in gold, not that the holders really care to be so paid, but 
because they fear that without this provision payment might 
be made in some unstable currency. Congress is not likely 
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to pass any law, even if it had the power, to compel all the 
States to provide for issuing bank notes. Unless this is 
done, the older and richer States will continue under some 
national system with this result : that all the gold coin and 
national bank notes will find their way to those States 
where bonds and other securities are held for payment, and 
and the remaining States will have to content themselves 
with a currency purely local. Not only would the foreign 
market require money that was current everywhere, but the 
local market would prefer it, if not demand it. As between 
expert financiers and the masses of the people, the former 
would invariably rid themselves of the State issue, if buy- 
ing, and would secure the national issue if selling. When 
persons usually with inherent incapacity for business or 
laboring under some natural disadvantages, fail and are un- 
able to pa)- their debts, they immediately expect to be re- 
lieved by legislation. The most favorable legislation can- 
not make bad soil fertile, nor can it make the idle man in- 
dustrious, or the thriftless man thrift}*. It is not only ab- 
surd, but grossly unjust to the self-supporting to attempt it. 
Money alone does not make men rich. It may, if bad, de- 
ceive them as to the amount of their wealth, but such money 
cannot make them richer save at the expense of some one 
else. Men in debt may want to defraud creditors by pay- 
ing in half worthless money, but that is not honest and in- 
evitably demoralizes everybody. If the amount of paper 
money in the country were suddenly doubled by a mere law,* 
it would not make the people twice as rich. Such an act 
would simply double prices while leaving the relative posi- 
tion of all classes the same as before, though it is true that 
persons who owed money at the moment would get rid of 
half their debts at the expense of creditors. The commu- 
nity would be no richer, but many persons would be 
wronged for the unjust gain of others. In other words, it 
would be legalized robbery. 

Assuming that the tax on State bank issues should not be 
repealed, we are brought face to face with, the fact that the 
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national debt, on which our present bank currency is based, 
is being rapidly liquidated. We must, therefore, ask our- 
selves what the future paper currency of the country should 
be based on. 

•It is widely believed that when our government bonds 
mature, in 1907, the existence of national banks as banks of 
issue will terminate. On the other hand it is contended 
that the national banking s} r stem should be continued, but 
that the basis of circulation should be the best either of 
railroad bonds, of municipal, county, or State bonds. Some 
advanced thinkers strongly urge a safety fund plan as far 
better security than deposited bonds. Very many plans 
have been suggested under all these varying svstems. 
vSome of them may be briefly noticed here. 

Mr. Harter, of Ohio, who wishes the repeal of the pres- 
ent law proposed in his bill submitted to Congress that both 
State and national banks might issue circulating notes upon 
90 per cent, of securities deposited for that purpose, those 
of State banks with State officers and of national banks 
with the Treasurer of the United States. The securities re- 
quired by his plan might be, in addition to United States 
bonds, registered bonds issued by any railroad corporation 
or city in the United States, under certain restrictions, the 
chief of which were (a) payment of principal and interest 
in gold coL* 1 , (b) continuous listing for five years in some 
regular stock exchange of a city with not less than 500,000 
inhabitants, (c) payment of all previous instalments of in- 
terest at maturity, (d) regular quotation for three years at 
not less than 105, etc. The plan further required that na- 
tional banks should pay a tax of 1-5 of 1 per cent, upon cir- 
culation on the first 90 per cent, of notes, 1 per cent, on sec- 
ond 90 per cent, of notes, and 10 per cent, if the issue ex- 
ceeded 180 per cent, of the capital. State banks were to 
pay no federal or United States tax upon their notes. 

These are the noteworthy features of Mr. Harter's bill, of 
which some are good and some bad. Congress may not 
have the power to remedy its bad features. One thing is 
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certain — the issues of State banks would be immediately 
discredited if the securities for such issues were deposited 
anywhere else than with the Treasurer of the United States. 
The failure of the Spence Bank at Murfreesboro before the 
War is a case in point. Bonds had been deposited with the 
State authorities at Nashville. When the bank failed? 
the bonds could not be found. State officials are not 
the safest custodians known to our generation. Their mis- 
deeds make up one of the saddest chapters in the history of 
many of the States. 

The late John Jay Knox proposed that national banks 
should be allowed to issue notes to the amount of 75 per 
cent, of their capital, that half their circulation should be 
secured by gold or silver coin or bullion, or by the public 
debt until the maturing of our four-per-cents in 1907. So far 
the circulation would be based on a security similar to that 
of the Bank of England. The other portion of the circu- 
lation would be secured by a safety fund. 

The principle of this safety fund rests upon the well es- 
tablished fact that at least three-fourths of the banks are 
managed with ability and are under no circumstances likely 
to become insolvent. The fund would be formed by a 
contribution of all the banks of the country at 1 per 
cent, upon the amount of circulation issued, the same 
amount that is now contributed to the government of 
the United States as a tax upon circulation. This would 
amount to $3,000,000 annually. While the total of insol- 
vent national bank notes during the last twenty-five years 
has been $15,000,000, the amount derived from the assets 
and the individual liability of stockholders has been more 
than $16,000,000; so if the system is as safely conducted 
in the future as in the past, the circulation would be secure 
without this fund. 

Mr. Knox also proposed to meet the demand for elasticity 
as follows : 

When a large safety fund shall have accumulated, then the amount of cir- 
culation to be issued may be increased 25 per cent., or to the full amount of 
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the capital of such banks as shall desire it, at the season of the year when 
the increase is most needed. This addition of circulation in the fall season 
of the year should be printed on distinctively yellow paper, and would be 
readily retired if the law should require it, to bear interest from a given 
date, or if a small premium should be required, to be paid by the issuing 
bank (say one-fourth of i per cent.) upon such circulation as remains out- 
standing after a date to be fixed annually by the Comptroller of the Cur- 
rency. Such an addition to the circulation could probably be safely made, 
and thus contribute largely each year to that elasticity of the currency 
which is so much desired. 

A little more than a year ago, in his report to Congress, 
Mr. Hepburn, ex-Comptroller of the Currency, took the too 
conservative stand usually held" by a conscientious govern- 
ment official that bonds only should be the basis for a na- 
tional bank circulation. Mr. Hepburn has seen the work- 
ing of our system during the recent panic from the point of 
view of a practical banker and has noted its defects in an 
address recently delivered before the Ohio Bankers Asso- 
ciation. " No currency ", he says, " can be elastic that is 
based upon stocks or bonds. If before issuing a given 
amount of notes, a bank is compelled to invest as much or 
more money in the purchase of securities as a basis for its 
note issue, then elasticity is destined. In order to respond 
to the increased demands of the people, banks should be 
allowed to create money, to issue notes against credit." He 
then proceeds to advocate " a safety fund created by a very 
moderate tax upon the outstanding circulation." 

Mr. Henry Bacon, of the Committee on Banking and 
Currency, opposes the normal safety fund for two reasons : 

i. It deprives the banks of the fund which is the basis of 
credit in asking for deposits. 

2. It imposes upon solvent and well managed banks bur- 
dens from which they derive no direct benefit. 

Mr. Bacon thinks it would be entirely safe to base an issue 
of bank notes upon the security which would be offered — first 
by the deposit of State, county, or municipal bonds in lieu of 
national bonds ; second, by making the bank note issue a 
first lien upon the assets of the bank, including the personal 
liability of the stockholder ; third, by creating a moderate 
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sinking fund from which the notes could be redeemed at 
once upon failure of the bank, provided that out of the other 
two classes of security the amount to be taken from the 
safety fund should be made good, less the amount contrib- 
uted by the failed bank. 

Hon. James H. Eckels, the present Comptroller of the 
Currency, in his recent report to Congress recommends that 
the law be so amended as to allow national banks to issue 
circulating notes to an amount equal to the par value of 
the bonds held to secure circulation, and that the tax on cir- 
culation be reduced from 1 per cent, to \ of 1 per cent. He 
also favors allowing national banks, in an emergency, to 
issue circulation up to the market value of bonds deposited. 

These, briefly, are a few of the many plans proposed for 
a bank note issue, most of them based upon the assumption 
that all our government bonds will be retired in 1907. All 
the plans have more or less merit, and therefore deserve at- 
tention. It is highly probable that we shall have a public 
debt fifty years after the date of the maturity of our bonds, 
and it is not improbable that a public debt will abide with 
us always. In this event government bonds will continue 
to be issued, and as we can have no better security as a 
basis for circulation, the American people are not likely to 
be satisfied with anything less secure. Inasmuch as the 
government can place its securities at a very low rate of in- 
terest, and Congress has the power to enlarge the 
privileges of national banks in taking out circulation to 
a point profitable to the banks, all interests will be served 
by a continuance of the present system, with some slight, 
yet important and necessary changes in its operations. If, 
then, elasticity has not been obtained, we should adopt in 
some form Mr. Knox's plan of increasing the circulation at 
special seasons. Our currency will then possess every re- 
quisite, viz. : safety, uniformity, convertibility, and elas- 
ticity. Under national control alone, is this possible. 

Herman Justi. 



